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(B) Ratable portion—(1) Dispositions on
which gain is recognized. The ratable
portion of any gain from the disposi-
tion of an interest in a passthrough en-
tity that is allocable to an activity de-
scribed in paragraph (e)(3)(ii)(A) of this
section is determined by multiplying
the amount of such gain by the frac-
tion obtained by dividing—

(i) The amount of net gain (within
the meaning of paragraph
(e)(3)(ii)(E)(3) of this section) that
would have been allocated to the hold-
er of such interest with respect thereto
if the passthrough entity had sold its
entire interest in such activity for its
fair market value on the applicable
valuation date; by

(ii) The sum of the amounts of net
gain that would have been allocated to
the holder of such interest with respect
thereto if the passthrough entity had
sold its entire interest in each appre-
ciated activity (within the meaning of
paragraph (e)(3)(ii)(E)(1) of this sec-
tion) described in paragraph
(e)(3)(ii)(A) of this section for the fair
market value of each such activity on
the applicable valuation date.

(2) Dispositions on which loss is recog-
nized. The ratable portion of any loss
from the disposition of an interest in a
passthrough entity that is allocable to
an activity described in paragraph
(e)(3)(ii)(A) of this section is deter-
mined by multiplying the amount of
such loss by the fraction obtained by
dividing—

(i) The amount of net loss (within the
meaning of paragraph (e)(3)(ii)(E)(4) of
this section) that would have been allo-
cated to the holder of such interest
with respect thereto if the passthrough
entity had sold its entire interest in
such activity for its fair market value
on the applicable valuation date; by

(ii) The sum of the amounts of net
loss that would have been allocated to
the holder of such interest with respect
thereto if the passthrough entity had
sold its entire interest in each depre-
ciated activity (within the meaning of
paragraph (e)(3)(ii)(E)(2) of this sec-
tion) described in paragraph
(e)(3)(ii)(A) of this section for the fair
market value of each such activity on
the applicable valuation date.

(C) Default rule. If the gain or loss
recognized upon the disposition of an

interest in a passthrough entity cannot
be allocated under paragraph
(e)(3)(ii)(A) of this section, such gain or
loss shall be allocated among the ac-
tivities described in paragraph
(e)(3)(ii)(A) of this section in propor-
tion to the respective fair market val-
ues of the passthrough entity’s inter-
ests in such activities at the applicable
valuation date, and the gain or loss al-
located to each activity of the pass-
through entity shall be treated as gain
or loss from the disposition of an inter-
est in such activity.

(D) Special rules. For purposes of this
paragraph (e)(3)(ii), the following rules
shall apply:

(1) Applicable valuation date—(i) In
general. Except as otherwise provided
in paragraph (e)(3)(ii)(D)(1)(ii) of this
section, the applicable valuation date
with respect to any disposition of an
interest in a passthrough entity is
whichever one of the following dates is
selected by the passthrough entity:

(a) The beginning of the taxable year
of the passthrough entity in which
such disposition occurs; or

(b) The date on which such disposi-
tion occurs.

(ii) Exception. If, after the beginning
of a passthrough entity’s taxable year
in which a holder’s disposition of an in-
terest in such passthrough entity oc-
curs and before the time of such dis-
position—

(a) The passthrough entity disposes
of more than 10 percent of its interest
(by value as of the beginning of such
taxable year) in any activity;

(b) More than 10 percent of the prop-
erty (by value as of the beginning of
such taxable year) used in any activity
of the passthrough entity is disposed
of; or

(c) The holder of such interest con-
tributes to the passthrough entity sub-
stantially appreciated property or sub-
stantially depreciated property with a
total fair market value or adjusted
basis, respectively, which exceeds 10
percent of the total fair market value
of the holder’s interest in the pass-
through entity as of the beginning of
such taxable year;
then the applicable valuation date
shall be the date immediately preced-
ing the date on which such disposition
occurs.
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(2) Basis adjustments. Any adjustment
to the basis of partnership property
under section 743(b) made with respect
to the holder of an interest in a part-
nership shall be taken into account in
computing the net gain or net loss that
would have been allocated to the hold-
er with respect to such interest if the
partnership had sold its entire interest
in an activity.

(3) Tiered passthrough entities. In the
case of a disposition of an interest in a
passthrough entity (the ‘‘subsidiary
passthrough entity’’) by a holder that
is also a passthrough entity, any gain
or loss from such disposition that is
taken into account by any person that
owns (directly or indirectly) an inter-
est in such holder shall be allocated
among the activities of the subsidiary
passthrough entity by applying the
rules of this paragraph (e)(3)(ii) to the
person taking such gain or loss into ac-
count as if such person has been the
holder of an interest in such subsidiary
passthrough entity and had recognized
such gain or loss as a result of a dis-
position of such interest.

(E) Meaning of certain terms. For pur-
poses of this paragraph (e)(3)(ii)—

(1) An activity is an appreciated ac-
tivity with respect to a holder that has
disposed of an interest in a pass-
through entity if a net gain would have
been allocated to the holder with re-
spect to such interest if the pass-
through entity has sold its entire in-
terest in such activity for its fair mar-
ket value on the applicable valuation
date;

(2) An activity is a depreciated activ-
ity with respect to a holder that has
disposed of an interest in a pass-
through entity if a net loss would have
been allocated to the holder with re-
spect to such interest if the pass-
through entity had sold its entire in-
terest in such activity for its fair mar-
ket value on the applicable valuation
date;

(3) The term ‘‘net gain’’ means, with
respect to the sale of a passthrough en-
tity’s entire interest in an activity, the
amount by which the gains from the
sale of all of the property used by (or
representing the interest of) the pass-
through entity in such activity exceed
the losses (if any) from such sale;

(4) The term ‘‘net loss’’ means, with
respect to the sale of a passthrough en-
tity’s entire interest in an activity, the
amount by which the losses from the
sale of all of the property used by (or
representing the interest of) the pass-
through entity in such activity exceed
the gains (if any) from such sale.

(iii) Treatment of gain allocated to cer-
tain passive activities as not from a pas-
sive activity. If, in the case of a disposi-
tion of an interest in a passthrough en-
tity—

(A) An amount of gain recognized on
account of such disposition by the
holder of such interest (or any other
person that owns (directly or indi-
rectly) an interest in such holder if
such holder is a passthrough entity) is
allocated to a passive activity of such
holder (or such other person) under
paragraph (e)(3)(ii) of this section;

(B) [Reserved] See § 1.469–
2(e)(3)(iii)(B) for rules relating to this
paragraph.

(C) The amount of the gain of the
holder (or such other person) described
in paragraph (e)(3)(iii)(B) of this sec-
tion exceeds 10 percent of the amount
of the gain of the holder (or such other
person) described in paragraph
(e)(3)(iii)(A) of this section;
then the gain of the holder (or such
other person) that is described in para-
graph (e)(3)(iii)(A) of this section shall
be treated as gain that is not from a
passive activity to the extent that such
gain does not exceed the amount of the
gain of the holder (or such other per-
son) described in paragraph
(e)(3)(iii)(B) of this section. For pur-
poses of applying the preceding sen-
tence to the disposition of an interest
in a partnership, the amount of gain
that would have been allocated to the
holder (or such other person) if all of
the property used in an activity had
been sold shall be determined by tak-
ing into account any adjustment to the
basis of partnership property made
with respect to such holder (or such
other person) under section 743(b).

(iv) Dispositions occurring in taxable
years beginning before February 19,
1988—(A) In general. Except as other-
wise provided in this paragraph
(e)(3)(iv), if the holder of an interest in
a passthrough entity sells, exchanges,
or otherwise disposes of all or part of
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